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loan since the date of application, and
must furnish interim financial state-
ments, current within 120 days of clos-
ing; and

(c) The CDC must issue an opinion to
the best of its knowledge that there
has been no unremedied substantial ad-
verse change in the Borrower’s (or Op-
erating Company’s) ability to repay
the 504 loan since its submission of the
loan application to SBA.

[61 FR 3235, Jan. 31, 1996, as amended at 68
FR 57987, Oct. 7, 2003]

PERMANENT FINANCING

§ 12Q.900 Sources of permanent financ-
ing.

Permanent financing for each Project
must come from three sources: the Bor-
rower’s contribution, Third-Party
Loans, and the 504 loan. Typically, the
Borrower contributes 10 percent of the
permanent financing, Third-Party
Loans 50 percent and the 504 loan 40
percent.

THE BORROWER’S CONTRIBUTION

§120.910 Borrower contributions.

(a) The Borrower must contribute to
the Project cash (or property accept-
able to SBA obtained with the cash) or
land (that is part of the Project Prop-
erty), in an amount equal to the fol-
lowing percentage of the Project cost,
excluding administrative costs:

(1) At least 15 percent, if the Bor-
rower (or Operating Company if the
Borrower is an Eligible Passive Com-
pany) has operated for two years or
less;

(2) At least 15 percent, if the Project
involves the acquisition, construction,
conversion, or expansion of a limited or
single purpose building or structure;

(3) At least 20 percent, if the Project
involves conditions described in para-
graphs (a)(1) and (2) of this section; or

(4) At least 10 percent, in all other
circumstances.

(b) The source of the contribution
may be a CDC or any other source ex-
cept an SBA business loan program
(see §120.913 for SBIC exception).

[64 FR 2118, Jan. 13, 1999]

§120.920

§120.911 Land contributions.

The Borrower’s contribution may be
land (including buildings, structures
and other site improvements which
will be part of the Project Property)
previously acquired by the Borrower.

[68 FR 57987, Oct. 7, 2003]

§120.912 Borrowed contributions.

The Borrower may borrow its cash
contribution from the CDC or a third
party. If any of the contribution is bor-
rowed, the interest rate must be rea-
sonable. If the loan is secured by any of
the Project assets, the loan must be
subordinate to the liens securing the
504 Loan, and the loan may not be re-
paid at a faster rate than the 504 Loan
unless SBA gives prior written ap-
proval. A third party lender may not
receive voting rights, stock options, or
any other actual or potential voting in-
terest in the small business.

§120.913 Limitations on any contribu-
tions by a Licensee.

Subject to part 107 of this chapter, a
Licensee may provide financing for all
or part of the Borrower’s contribution
to the Project. SBA will consider Li-
censee funds to be derived from federal
sources if the Licensee has Leverage
(as defined in §107.50 of this chapter). If
the Licensee does not have Leverage,
SBA will consider the investment to be
from private funds. Licensee financing
must be subordinated to the 504 loan
and must not be repaid at a faster rate
than the Debenture. (Refer to
§120.930(a) for additional limitations.)

[68 FR 57987, Oct. 7, 2003]
THIRD PARTY LOANS

§120.920 Required participation by
the Third Party Lender.

(a) Amount of Third Party Loans. A
Project financing must include one or
more Third Party Loans totaling at
least as much as the 504 loan. However,
the Third Party Loans must total at
least 50 percent of the total cost of the
Project if:

(1) The Borrower (or Operating Com-
pany, if the Borrower is an Eligible
Passive Company) has operated for two
years or less, or
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